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INDUSTRIAL CONSOLIDATION 

BY CHARLES R. FLINT 

A Trades Union is a combination of labor. 

A University is a combination of intelligence. 

A Bank is a combination of capital. 

An Industrial Consolidation is a combination of labor, intel- 
ligence, and capital. 

The mere combination of these factors, however, is not enough 
— it must function through the most complete cooperation of 
work, brains and money for the highest efficiency. 

There was a time when capitalization and finance were re- 
garded as the all important factors, and when it was thought 
that if only enough units were combined, the consolidation would 
be successful. This conception, to a very large extent, still pre- 
vails — so much so indeed that often the most important advan- 
tages of consolidation are lost sight of. The industrial consoli- 
dation which endures must be organized to do things on a more 
comprehensive scale, and better, than ever before — in short, 
must be managed by intelligence of the first order in full coopera- 
tion with labor and capital. 

Industrial consolidations, however, have been greatly hampered 
by unwise legislation advocated by those who either sought 
political advantage through currying popular favor or by those 
who, through inexperience, regarded consolidations as potentiali- 
ties for evil; but the irresistible force of world affairs has opened 
up new points of view. 

Chief among these is an increasing appreciation of the im- 
portance of the engineering and research phases of industry, 
and an almost unanimous sentiment for cooperation as against 
wasteful and destructive competition. Not only are our busi- 
ness men adapting themselves to the new conditions, but also 
the public mind is awake to the necessity of these new fac- 
tors — a most important accomplishment in view of the fact that 
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for years we have had great business opportunities but have 
lacked both public and governmental encouragement for their 
development. 

The President and his advisers are now infusing the new spirit 
into their plans for freeing American business from all unneces- 
sary artificial restraints, thus making full and general use of the 
principles and practice of cooperation. The Secretary of Com- 
merce has long been the foremost exponent of the cooperative 
and engineering points of views which it is reasonable to expect 
will now predominate in our Government's attitude toward 
business, supported and sustained, as jseems probable, by a 
better informed and more appreciative public. We cannot 
take the fullest advantage of these larger opportunities without 
industrial consolidation. 

What, precisely, have been the demonstrated advantages of 
industrial consolidation? The consolidation principle for many 
years has undergone severe tests which have proved its worth. 
So far as pecuniary profit goes the results are well known. In- 
dustrial dividends during the past five years have amounted to 
over $2,500,000,000 and investments in manufacturing have 
increased during the past twenty years from $9,000,000,000 to 
over $25,000,000,000. 

The reasons behind the almost complete record of success of 
wisely organized and ably managed consolidations are not far to 
seek. 

Most important of these reasons is that, through industrial 
consolidation, high-speed-automatic-machine- and low-cost-quan- 
tity-production are attainable up to the point of highest evolu- 
tion — the continuous manufacture of one standardized product. 

Because of the magnitude of their affairs, industrial consolida- 
tions are able to offer in salaries and in a percentage of net prof- 
its generally over and above a previous maximum, a sufficient 
inducement to secure men of the first order of ability — men who 
are not tempted by a fixed salary, but by the incentive of making 
a record and profiting by it. 

The consolidated corporation sub-divides its business so that 
at the head of each of its various departments is a man who, 
through long experience and concentration, operates at the 
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highest efficiency. Furthermore, industrial consolidations are 
able not only to secure the best men as executives, administrators 
and employees, but also to retain men of the highest standing in 
the consultative professions, — lawyers, engineers, architects, 
chemists and other advisers and technicians. Thus better serv- 
ice is assured with less overhead cost than the aggregate amount 
which was paid to men of lesser capacity by the various constitu- 
ent companies. 

The consolidation not only adopts the best methods to be 
found in any of its various plants, but improves them through 
continual experimentation by the ablest experts. 

It reduces stocks of merchandise, thereby saving interest, and 
carrying charges and minimizing loss from depreciation. 

It centralizes sales and advertising, and eliminates duplicate 
trade catalogues. 

It centralizes purchases, and secures important benefits through 
quantity and time contracts. 

It greatly reduces the volume of fixed and circulating capital 
per unit of output. 

It retains lawyers and experts of experience and demonstrated 
ability for patent and trade-mark protection. By consolidation, 
inventive genius is less hampered by conflicting patents and ex- 
pensive litigation is largely eliminated. 

It locates factories with relation to labor, raw material and 
markets. 

Throughout the country are many examples of raw materials 
and fuel being hauled hundreds of miles to a factory, and the 
finished product carried hundreds of miles back to centres of 
consumption. Many of these locations have become obsolete 
from changed conditions, often relics of ancient happenings. The 
whim of a poor Welsh shoemaker in colonial days fixed Lynn as a 
great shoe manufacturing centre. A German's skill in knitting 
for his neighbors in the Pennsylvania German colony centred 
the stocking industry of America in Philadelphia. The cotton 
industries have been relocating in the South, nearer to raw 
material and cheap labor; the shoe industry is relocating in the 
West, nearer to skins, hides and large consumption. 
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The best arguments for industrial consolidation are the industrial 
consolidations themselves. 

One which illustrates in marked degree the development of the 
possibilities of consolidation is the Standard Oil Company. Its 
executive committee met daily, availed itself of comparative 
accounting and comparative administration, and placed at the 
head of each department one of its ablest men who was held 
responsible for a hundred per cent efficiency. The organizer, 
who became the largest single shareholder, believed in "team 
work" and that each member of the executive committee should 
be an important shareholder. 

Its executives did not go to sleep behind the tariff wall of pro- 
tection; but confident in their strength through consolidation, 
they boldly entered the contest for the world's markets in compe- 
tition with the cheap labor and great natural resources of foreign 
lands. By utilizing and developing the possibilities of consolida- 
tion, they not only reduced the prices of their products in the 
domestic market to an average of 40% below what consumers 
had been paying to individual concerns, but when the United 
States was a debtor nation, the exports of Standard Oil products 
were so large that when J. Pierpont Morgan in 1893 asked for 
$50,000,000 in gold to replenish our Government's $100,000,000 
gold reserve, this pioneer industrial consolidation by the export 
of its products that year, contributed over $30,000,000 in gold 
equivalent towards maintaining America's credit. 

Among the less well known examples of industrial consolida- 
tions and their significant benefits may be cited the Oil Cloth 
Consolidation. Until this consolidation was effected, oil cloth 
as a commodity was "a football in the market place." Its 
quality was low because of the fierce competition on price alone; 
the distributers and consumers respected neither the goods nor 
its makers; the conditions were chaotic, consumption low, profits 
nil and the field unattractive. Consolidation of this industry 
radically changed the situation for the better in three years. 
The consumer now is getting dependable quality, the distributers 
a fixed rate of profit, and the makers have a business which is 
stable and profitable. Many other lines of trade now in a 
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position of chaos and impending disaster would benefit from the 
same treatment. 

The consolidation which is the largest known to economic 
history, the United States Steel Corporation, is another ex- 
ample of the advantages of a wisely organized and ably managed 
consolidation. 

Its prices have consistently held to stable levels, yet its 
profits have been steadier and larger than those of the individual 
companies. 

All well-managed industrial consolidations utilize the advan- 
tages of a central traffic control which eliminates duplicate routes 
in the transportation of products, sold and received, but the 
Steel Company went still further and made a great reduction in 
unnecessary transportation by plant relocation. 

One of the first results of its formation was the projection of a 
new city, scientifically located — Gary, Indiana. Here, at a 
point precisely engineered between cheap, water-transported ore 
and fuel, and the centre of distribution of the finished prod- 
ucts, great modern mills, homes, churches, schools, etc. were 
erected upon what had been desert sand dunes. 

Such a plan for efficiency could not have been carried out on 
such a scale except by a gigantic industrial consolidation. 

A vivid insight into the relative efficiency of an industrial 
consolidation and the smaller and less able manufacturer is 
afforded by the investigations of the Tariff Commission under 
President Taft, in an effort to ascertain "the differences of cost 
in production between here and abroad." It developed that in 
the United States the consolidated manufacturers had, as a 
rule, conspicuously low costs, while the unconsolidated, isolated 
manufacturers had relatively high costs. 

As a test of the permanency of the advantages of industrial 
consolidation it may be asked, how have the industrials fared in 
times of financial stress? The answer is conclusive. The black- 
est period for American business since industrial consolidations 
have been in existence began in 1893. In those hard years the 
sugar, rubber, tobacco, oil, lead, electric and match consolidations 
weathered storms which brought their un-consolidated competi- 
tors to the verge of ruin. 
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Moreover, we all recall that during the World War the highly 
developed manufacturing facilities and organizations of our indus- 
trial consolidations made up in very large measure for our 
lamentable lack of preparedness for entry into the War. 

The industrial consolidation is a modern illustration of the fable 
of the bundle of sticks which, though breakable separately, gain 
great strength, out of all apparent proportion to their number, 
when combined. 

We are now brought to a consideration of the great and sig- 
nificant new trend in American business which, to all construct- 
ive students of industry, presents a rich vista of possibilities for 
business development and extension which are not now viewed 
in the same narrow light by business men as perhaps they were 
before the day of Roosevelt and his quickening of the business 
conscience. To-day they are viewed (1) as profit possibilities, 
(2) as labor welfare possibilities and (3) as public service possibil- 
ities — all three being the net results of cooperative and scientific 
developments in industry. 

A keen sense of public and fiduciary responsibility has been 
developed not only on the part of large corporation executives, 
but — which is more important — among shareholders, whose 
servants, after all, the corporation executives are. This is largely 
due to the fact that the public has become an industrial share- 
holder to a very extensive and rapidly increasing degree. 

For instance, five industrial consolidations, the United States 
Steel Corporation, the Standard Oil Company, the United States 
Rubber Company, the American Woolen Company and the Com- 
puting-Tabulating-Recording Company together have over 200,- 
000 shareholders. This public participation in ownership — which 
is industrial profit-sharing in every sense of the word — has been 
made possible through industrial consolidations, which, instead 
of operating for the private profit of a few, as did old-fashioned 
business, now operates for the profit of many shareholders who 
are sometimes more numerous than the customers to whom they 
sell. It is estimated that over 300,000 employees are financially 
interested in the industrial consolidations in which they work. 

The shareholders in the Standard Oil Company and affiliated 
companies have received cash dividends of $1,585,000,000, and 
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the market value of its shares has increased from about $56,000,- 
000 to over $2,100,000,000. 

The shares of the United States Rubber Company, the Amer- 
ican Tobacco Company, and other notable consolidations have 
paid to the investing public large dividends and their shares have 
doubled in value. 

The 185,000 investors in shares of the United States Steel 
Corporation have received in cash dividends over $1,000,000,000 
and its common shares since 1903 have increased in market value 
over $350,000,000. 

But there are more serious reasons for industrial consolidations 
than these which we have been considering. 

The United States has its industrial future to defend. 

We must meet the competition of the cheap labor countries, 
cheaper now than ever before because of wages being paid in 
depreciated currency. We must in some way make up for the 
great difference between the low wages of these countries and the 
high wages paid in America. That difference cannot now be 
made up by a protective tariff, although a sufficient degree of 
tariff protection should be maintained. 

Conditions have changed. A tariff bill framed without taking 
into consideration the fact that high duties, unwisely levied, in- 
crease the high cost of living and interfere with the free operation 
of the law of supply and demand, would defeat the very purpose 
for which it was intended. 

This was forecast years ago by Senator William M. Evarts, 
then sage of the Republican party, at a private dinner on the eve 
of Ambassador Coolidge's departure for France. The Senator 
reviewed our changing economic conditions and said to us that 
we were destined to become the greatest exporting nation of the 
world. Reciprocity, which had been advocated to relieve trade 
congestion, he regarded as the highest evolution of protection, 
and warned his fellow Republicans against carrying the protect- 1 
ive policy so far as to lead to a war of tariffs. 

We have standards of living higher than anywhere else on the 
globe in compulsory competition with the cheap labor and con- 
sequent low standards of living of the rest of the world. More 
than that, we are handicapped by the close and intimate codpera- 
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tion of foreign Governments with their business enterprises ; com- 
binations of government and capital to a degree yet unpracticed 
here. 

Since tariffs alone cannot solve the problem, we must meet 
such foreign competition in greater degree than ever by lower 
unit costs through industrial consolidation, industrial relocation 
and standardization. 

Labor is coming to a realization that production per man must 
be increased; that mediocrity, slacking and shirking must not be 
tolerated if our high standards of living are to be maintained. 

It is logical to assume that the trials of strength now imme- 
diately before us and to come later on in the shock of impact 
with desperate foreign competition will best be met by an exten- 
sive re-engineering and consolidation of American industries. 
Every person in this country — wage-earner, farmer, manufacturer, 
consumer, merchant, or banker, is anxious to know whether 
superior organization, the greater efficiency of labor and superior 
man-power attainable through the evolution and larger use of 
labor-saving devices will be sufficient, with the assistance of a 
logical protective tariff, to maintain the well-being of the Ameri- 
can people. It certainly will not be if the industrial leaders of 
Europe are to be left free to adopt the best methods of organiza- 
tion while Americans of constructive ability and enterprise are 
to be handicapped as in the past by unnecessary legal uncer- 
tainties, unwise legislative attempts at regulation and blind 

antagonisms. 

Charles R. Flint. 



